Introduction
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Recent debate on the reform of corporate governance has highlighted the fact that there are basically two approaches to reform: one that places the emphasis on laws and regulations, and one that prefers to rely on voluntary undertakings by organizations themselves. Advocates of the former point of view seem very sure of what is right and wrong, and so are confident that legal standards and regulations will achieve the desired results. Those who take the latter view are not so sure that what is right for one company will necessarily be right for another, or that what works in one set of circumstances will necessarily hold true in different circumstances. They are naturally reluctant, therefore, to establish rules and regulations, preferring to leave it to corporate initiative to find the best approach in each case.
The former model will therefore rely primarily on compulsory rules that all companies must obey -rules that say whether or not a company's CEO may also serve as chairman of the board of directors, for example, or how many or what proportion of outside directions it should have, or exactly who shall count as an outside or independent director. The latter model, in contrast, will lay down a small number of legal requirements and then leave the companies themselves to regulate everything else. Of course, as such regulation is vital to the soundness of companies and the efficiency of the financial markets, and indeed of the market economy as a whole, they will demand that companies take definite measures in this respect and disclose information about their rules of operation and how those rules are applied, subjecting them to internal and external audit as necessary.
The same tension between compulsory regulation and self-regulation exists in other fields. For example, the complex world of environmental protection, food quality or health and safety at work. In all of them, market failures (incomplete and asymmetrical information, externalities or public goods, lack of competition, etc.) need to be corrected, and this often takes the form of regulations laid down by an authority, be it political (a government department) or administrative (a regulatory agency).
the same results. Thus, alongside command and control regulatory approaches, we find market-based approaches and management-based approaches. The goal of market-based approaches is to design and put in place incentive systems that will lead the regulated parties to produce the desired results of their own accord. Managementbased approaches, in contrast, shift the locus of decision making from the regulator to the company being regulated, requiring it to plan and decide for itself how best to achieve the outcomes that have been identified as desirable. The purpose of this article is twofold. On the one hand, it explains how implementing voluntary ethical, social and environmental management systems or programmes may help to develop and sustain ethical behaviour in organizations, overcoming the conflict between compulsory regulation and occasional ethical practices. On the other, it shows what conditions must be met for an ethical management programme to be effective. It is not intended to give a detailed account of the whys and wherefores and the different forms of self-regulation, which have been thoroughly dealt with in the literature, but merely to point out its importance within the field of ethics applied to business.
In the following section we discuss the advantages and disadvantages of leaving companies to voluntarily develop their own ethical, social and environmental management systems as opposed to having a system of rules laid down by authority. After that, we explain what an ethical management system or programme consists of, its possible strengths and weaknesses, and what it can be expected to achieve. We then consider how a company may go about preparing and implementing a programme of this kind, ending with some conclusions.
Legal regulation and ethical management
Society has an undeniable interest in ensuring that the results of corporate activity are compatible with ethics. 4 Even from a purely economic point of view, ethical behaviour in business helps to reduce transaction costs and internalize negative externalities, thus improving efficiency.
Yet there are other, deeper reasons why organizations and the people who belong to them should always behave in a consistently ethical manner.
When society decides that certain outcomes obtained by ethical behaviour are desirable, it may resort basically to any of three different procedures to achieve them (or to any combination of the three): (1) allow the authorities to dictate compulsory regulations (command and control); (2) establish market incentives that favour ethical behaviour (market-based); or (3) seek voluntary undertakings by the agents involved (managementbased). If we distinguish between the planning, the process and the outcome of business activities, we find that:
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(1) The command and control approach tends to stipulate a desired outcome, leaving the organization free to organize the planning and the process as it sees fit. An example would be when the law prohibits discrimination between job applicants on the grounds of race, gender, political or religious beliefs. Alternatively, the law may stipulate a process which is expected to lead to the desired outcome. An example of this would be when the regulatory body obliges companies to use certain technologies and adopt certain measures to ensure the safety of employees in the workplace. (2) The market-based approach also fixes certain desired outcomes and sets conditions under which companies may achieve those results, giving them considerable freedom in the planning and process stages. An example of this would be when the authorities create a market for pollution, such that the "dirties" factories may purchase pollution rights from other, more modern and more efficient factories that have not used up their full pollution allowance.
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(3) The management-based approach, in contrast, leaves the company free, right from the planning stage, to choose whatever processes it likes to obtain the outcomes it has previously identified as a
